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FNS PAPER SERIES ON MULTIPLE PROGRAM PARTICIPATION

This is one in a series of working papers commissioned by the
Office of Analysis and Evaluation of the United States Department of
Agriculture’s Food and Nutrition Service to review the participation of
the U.S. low-income population in multiple cash and in-kind assistance
programs. This series consists of: (1) a reference handbook that
summarizes regulations governing nutrition assistance programs and major
other programs and also provides program data on participation and
benefits; (2) a basic primer that shows how the interaction and sequencing
of assistance programs affect the benefits provided by those programs both
individually and cumulatively; (3) reports on empirical analyses of
participation by 4individuals and households in multiple assistance
programs, based upon several cross-sectional and longitudinal data bases.
These papers reflect preparatory work for the analysis of data from the
Survey of Income and Program Participation, as well as original empirical
analyses of SIPP data.



EXECUTIVE SUIMARY

Overview

This report is a basic primer on the effects of the interaction
and sequencing of assistance programs for the low-income population.
While the topic of program interactions has been addressed in previous
research (e.g., Committee on Ways and Means, 1985 and 1986), this report
takes a somewhat different approach. First, it outlines the hypothetical
maximum cumulative benefits that are available under combinations of
programs for selected household types residing in different states. This
will serve as a backdrop for future FNS-sponsored empirical research on

program interactions. Second, it reviews the interactions of a large
number of programs by incorporating state and federal tax policy as well
as a broad range of nutrition programs. Third, the report provides

easy-to-use reference material which allows the reader to construct case
examples or conduct other analyses of program interactions.

Methodology

A computer model was used to generate estimates of household
benefits under each of fifteen assistance programs and tax obligations
under each of three tax programs. These estimates are available at $100
increments in monthly household earnings. Supplementary model output
includes the proportions of total benefits accounted for by (a) Food
Stamps and {b) ail in-kind benefits, and (c) ratios of three different
measures of household income relative to the poverty guidelines.

A basic feature of the model is its computation of program
eligibility and benefit amounts in an order consistent with the actual
sequencing of programs. That is, programs whose benefits are countable
income under other programs are modeled first, while programs whose
benefits are not countable income under other programs are modeled last.
As a consequence of this structure, the model captures the interactive
effects of the benefit provided by one program on the benefits provided by
other programs. »

Benefits and taxes were modeled for six different types of
households in two states. The household types that were considered are:
(1) a l-parent, 3-child household, (2) a 2-parent, 2-child household
that is eligible for an Unemployment Insurance benefit, (3) a non-
elderly, non-disabled adult, (4) an elderly individual, (5) a disabled
adult who is eligible for a Social Security disability benefit, and (6) a
disabled adult who is eligible for a SSI benefit. These types of
households were chosen because of the large variation in assistance
programs for which they are categorically eligible. The states that were
considered are Pennsylvania and Indiana. Pennsylvania provides assistance

under three discretionary programs: the unemployed parent component of
the AFDC Program, state supplementation of SSI benefits, and Medicaid
coverage for the medically needy. Indiana does not provide this
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discretionary assistance. Furthermore, Pennsylvania has established
benefit amounts for AFDC, SSI, and the Low-Income Home Energy Assistance
Program that generally rank in the top bhalf of amounts provided by the
various states. Indiana’'s corresponding benefit amounts generally rank in
the bottom half of those provided by the various states.

Findings

Several of the conclusions regarding the system of tax and
transfer programs in the United States that can be drawn from the model
results are as follows:

1. Variation among the states in program availability and
benefit levels can be substantially reduced by program
interaction and sequencing. In reviewing the results
of modeling exercises in which all households were
assumed to have access to and participate in all .
programs for which they are eligible, it is clear that
benefits from federal in-kind assistance programs
partially offset state differences in the avallablllty
and amount of assistance.

2. The range of assistance programs for which a household
is eligible depends critically upon its demographic
characteristics. Households with children under 18
years of age are categorically eligible for the largest
number of programs, while nonelderly, nondisabled
adults who live alone are categorically eligible for
the smallest number of programs.

3. The mix of available assistance changes as household
earnings increase. For all household types considered,
cash assistance decreases in relative importance as
earnings increase, while in-kind assistance increases
in relative importance. Among households with
children, the mix of benefits shifts toward nutrition
assistance as earnings increase, whereas among elderly
or disabled adults it shifts toward housing and energy
assistance.

4. Among l-parent households with dependent children and,
to a lesser extent, among 2-parent households with
dependent children, assistance from nutrition programs
is especially important for households with earmings.
This is attributable to: (1) the increasing
availability of benefits from the Child Care Food
Program as work effort increases, (2) the availability
of a deduction for child care expenses under the Food
Stamp Program, (3) the availability of an earned-income
deduction under the Food Stamp Program, and (4) the
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stability of other nutrition assistance over a wide
range of earnings.

5. Marginal tax rates on earnings of participants in
assistance programs are generally less than 100
percent, thus providing them with some economic
incentive to increase their hours of paid labor. Among
households that receive some governmental assistance,
tax rates are generally highest for elderly or disabled
individuals (50-90 percent marginal tax rates),
intermediate for households with dependent children
{35-90 percent), and lowest for nonelderly, nondisabled
adults (25-75 percent). Each household type may face
some tax rates in excess of 100 percent as earnings
rise past program eligibility limits.

The effects of the actual interaction of state and federal
transfer and tax programs will differ from the model results presented in
this report. This 4is because the two states considered are not
representative of the full range of program availability and benefit
levels among the 50 states and the District of Columbia and because many
households do not participate in all programs for which they are
potentially eligible. Thus, the critical next component of FNS's research
agenda on multiple program participation is to use household survey data
to examine actual program participation and benefit levels.
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A. INTRODUCTION

This report is a basic primer on the effects of the interaction
and sequencing of assistance programs for the low-income population.
While the topic of program interactions has been addressed in previous
research (e.g., Committee on Ways and Meéns, 1985 and 1986), this report
takes a somewhat different approach. First, it outlines the hypothetical
maximum cumulative benefits that are available under combinations of
programs for selected household types residing in different states. This
will serve as a backdrop for future FNS-sponsored empirical research on
program interactions. Seéond, it reviews the interaction of a large
number of programs by ;ncorporating state and federal tax policy as well
as a broad range of nutrition programs. Third, the report provides
easy-to-use reference material which allows the reader to construct case
examples or to conduct other analyses of program interactions.

The methodological approach underlying the findings presented in
this report is computer modeling of program benefits and tax liabilities
for different types of households at different levels of earned income.
Results of the computer modeling exercises are summarized in the body of
the report, while more detailed findings are presented in an appendix. A
series of figures and corresponding tables in the body of the report show
hoy net earnings and several broad categories of assistance benefits vary
with earnings for six different types of households in two states. The
accompanying text is not a comprehensive discussion of the numbers that
appear in the figures and tables. Rather, it explains important patterns
in benefits as earnings increase, accounts for benefit differences between

the two states, characterizes groups of programs as being provided



primarily to households with or without earnings, and makes observations
on the overall marginal tax rates that are implicit in the network of tax
and transfer programs.

The next section of this report discusses critical aspects of our
research methodology: the programs, households, and states that we
consider; the valuation of in-kind benefits; and the structure of our
model of taxes and assistance benefits. Section C summarizes the results
of our modeling exercises for each possible combination of the six
household types and two states. Results are presented in full detail in
Appendix A. The principal conclusions that we draw from the model results

are summarized in the final section of the report.

B. METHODOLOGY

1. Programs Considered

The model of taxes and assistance benefits incorporates the
regulations governing 18 state and federal transfer and tax programs, as

follows:

Earned Income Tax Credit (EITC)

Unemployment Insurance (UI)

o Aid to Families with Dependent
Children (AFDC)

o Supplemental Security Income (SSI)

o0 Social Security Disability

Insurance (DI)

Cash Assistance

[}

(o]

Nutrition o Food Stamps
Assistance o Special Supplemental Food Program for
Women, Infants, and Children (WIC)
o National School Lunch Program (NSLP)
o School Breakfast Program (SBP)
o Child Care Food Program
o Temporary Emergency Food Assistance

Program (TEFAP)



Housing /Energy o Section 8 Lower-Income Housing
Assistance Assistance
o Low-Income Home Energy Assistance
Program (LIHEAP)

Medical Assistance o Medicaid
o Medicare

Taxes?l o State Income Tax
o Federal Income Tax
o Social Security Payroll Tax
Each program is represented in the model by one or more equations
that incorporate its most salient regulations governing eligibility and
benefit or tax amounts. The regulations for different programs are not
all specific to the same point in time; however, all were in effect at

some time during the period 1985-1986. Exact dates for the program

regulations that are incorporated in the model are given in Appendix D.

1The model assigns tax liabilities on the basis of state and federal
tax laws for calendar year 1985; thus, the effects of the Federal Tax
Reform Act of 1986 are not reflected in the model results. A number of
changes resulting from that Act would tend to reduce the federal income
tax liabilities of the household types considered in this report below the
amounts indicated by our model: (1) the amount of income not subject to
tax (the standard deduction or zero bracket amount) has been increased,
(2) the amount allowed for each personal exemption has also been
increased, and (3) the EITC is more generous than before reform. A change
in the tax code that would increase the federal income tax liabilities of
some low-income households is the repeal of the exclusion of 50 percent of
UI benefits from gross income. We believe that our model results would
not be affected by this change because of the small amounts of UI benefits
and other income that we assume are received by the household types that
we consider. These four changes would have effects in the same direction
on the state income tax liabilities of households that reside in states in
which the personal income tax code has a high degree of conformity to the
federal code. Because such conformity is low for the two states that we
consider, Pennsylvania and Indiana, we would expect the model’s estimates
of state income tax liabilities to be little affected by these changes. A
final change resulting from the 1986 Tax Reform Act that would tend to
increase the federal income tax liabliities of low-income households
without affecting their state income tax liabilities is the increase in
the lowest marginal tax rate from 11 to 15 percent.
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The assistance programs represented in the model are a subset of
all state and federal programs that serve the low-income population. The
need to avoid a highly complex computer model necessitated the restriction
of the number of programs considered. The six nutrition programs noted
above and the seventeen other programs that are included in the Handbook

of Assistance Programs (USDA/FNS, 1986) were our starting point for the

selection of programs to represent in the model. Non-nutrition programs
a?e included in the Handbook if they (a) had fiscal year 1983 budgets in
excess of $1 billion and (b) provide cash or in-kind benefits for the
purpose of meeting the current needs of the low-income population.2 Three
categories of programs are excluded from the Handbook: education and
training programs (other than the Job Training Partnership Act), housing
loan programs, and programs providing social services.

Eight programs that meet the above criteria are not represented in
the model. Three of those programs (Black Lung Benefits; Pensions for
Needy Veterans, Their Dependents, and Survivors; and Medical Qare for
Veterans Without ‘Service-Connected Disabilities) are excluded from the
model because of their highly restrictive categorical eligibility
requirements. The other five programs are excluded from the model for the
following reasons:

o The 0ld Age and Survivors Insurance (0OASI) Program,

i.e., Social Security retirement benefits, 1is not
included in the model for two reasons. First, this

report's focus is on programs that provide assistance
primarily to the low-income population. The Social

2The Job Training Partnership Act represents an exception to
criterion (a). This program is included in the Handbook of Assistance
Programs despite the fact that it was not implemented until fiscal year
1984.




Security earnings test (benefits in excess of $650 per
month are reduced by $1 for every $3 of earnings) is
such that &8 person with substantial earnings can
continue to receive social security retirement benefits.
This contrasts with an SSI and DI earnings-eligibility
limit of $300 per month for a disabled worker. Second,
the average Social Security benefit for a retired worker
(8479 in 1985) is large relative to the benefits
provided by most other programs. A liberal earnings
test and a relatively large (unreduced) benefit mean
that, over a wide range of earnings, the average retired
worker qualifies for a Social Security benefit that is
large enough to disqualify him or her for most other
forms of assistance, thus eliminating most of the
program interactions that are the focus of this study.

The Child Support Enforcement Program is excluded from
the model because the collection of support by a state’s

child support agency usually does not affect the
economic status of the child or children to which that
support was originally assigned. Rather, monies
collected under this program are typically wused to
reimburse the state and federal AFDC Programs.

General Assistance is excluded because of: (a) the
difficulty of compiling the state-specific information
that is needed to model this program and (b) the
difficulty of adequately representing in the model
certain features of state programs, such as the
provision of one-time benefits, local discretion over
benefit amounts, and integration of some state programs
with AFDC through the provision of temporary GA benefits
to families awaiting the determination of their
eligibility for AFDC benefits.

The Job Training Partnership Act (JTPA) is excluded
because need-based cash payments under this program:
(a) tend to be small, (b) vary among and within states,
thus complicating the modeling process, and (c) are
often reduced on a dollar-for-dollar basis by the amount
of any AFDC or UI payments received. Reason (c) means
that JTPA need-based cash payments (as opposed to actual
training services) would have no impact on the economic
well-being of any of the JTPA-eligible household types
that are considered in this report.

Lower-Income Public Housing is excluded from the model
in favor of the Section 8 Lower-Income Housing
Assistance Program, which is somewhat easier to model.
These programs meet similar needs and a family may not
simultaneously receive benefits from both.




2. Valuation of In-Kind Benefits

Programs that provide in-kind benefits, such as the NSLP and
LIHEAP, generally do not have regulations that spécify the value of
benefits to be provided to individual participants. Incorporation of such
programs in a study of the total value of all available benefits therefore
requires some assumptions regarding the value of the benefits provided by
those programs. For most such programs, we assume that the benefits
provided to the households being studied are equal to actual national or
state average amounts. Assumptions for specific programs are detailed in
Appendix C.

It should be noted that the appropriate methodology for valuing
in-kind benefits is a matter of great current debate (see, for example,
U.S. Bureau of the Census, 1986). However, our approach to this problem
is necessarily quite pragmatic. The values we use are those that are
readily available either in published form or from program analysts in
various governmental agencies. A variety of methods were used to generate
those values.

The most controversial topics in the debate over the valuation of
in-kind benefits are: (1) the appropriate methodology £for wvaluing
government-provided medical benefits and (2) assuming that an appr;priate
methodology can be determined, should the value of such benefits be
included in an expanded definition of income in the computation of poverty
rates (U.S. General Accounting Office, 1986). There appears to be a
growing consensus that government-provided medical benefits can best be
valued at a household’s cost of purchasing equivalent insurance from a

private carrier. However, inclusion of government-provided medical



benefits so valued in an expanded definition of income would conflict with
the fact that employer-provided medical insurance is not currently counted
as income. This in turn would raise even more difficult questions
regarding the appropriateness of including other employer-provided
benefits in a broader measure of income for the purpose of computing
poverty rates.

Our response to the debate over the valuation of government-
provided medical benefits is to decline to assign values to such benefits.
We simply model a household’'s eligibility for such benefits. Because of
this limited treatment of medical benefits, model results for Medicaid and

Medicare are presented 1in Appendix A but not in the body of the report.

3. Households Considered |

Eligibility for many governmental assistance programs is
restricted to families or individuals with specified demographic or other
characteristics. In addition to such categorical eligibility criteria,
these programs may have means tests which must also be satisfied before
benefits can be received. Examples of such programs are the EITC
(targeted to families with children and with labor income), SSI (targeted
to aged, blind, or disabled individuals), and the NSLP (targeted to
elementary and secondary school children). Because of the diverse
categorical eligibility requirements of these programs, assessment of
their effects on the economic circumstances of benefit recipients requires
the consideration of several different types of households. We consider
six types of households, each of which is categorically eligible for a
different combination of programs. The six household types and the
programs for which they are categorically eligible are as follows:
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Type 1--Single-parent household with three children, ages 1,
4, and 6 years (parent not eligible for UI benefits)

00 00O00O0DO0ODO0ODO0OO0

EITC

AFDC

Food Stamps

wWic

NSLP

SBP

Child Care Food Program

TEFAP

Section 8 Housing

LIHEAP

Medicaid (with coverage for medically needy in 34
states and D.C.)

Type 2--Two-parent household with two children, ages 4 and 6
years {(principal wage earner eligible for UI benefits)

0O OO0

0O 0 0O0O0OO0ODO0OO0OO0

EITC

U1 :

AFDC-Unemployed Parent (UP) Program (available in
24 states and D.C.)

Food Stamps

wic

NSLP

SBP

Child Care Food Program

TEFAP

Section 8 Housing

LIHEAP

Medicaid (limited coverage in non-AFDC-UP states)

Type 3--Non-elderly, non-disabled individual (eligible for UI

benefits)

o UI

o Food Stamps
o TEFAP

o LIHEAP

Type 4--Elderly individual

000 0O

SSI (with supplementation in 28 states and D.C.)

Food Stamps

TEFAP

Section 8 Housing

LIHEAP

Medicaid (with coverage for medically needy in 34
states and D.C.)



Type SA-Disabled adult individual eligible for DI

DI

Food Stamps

TEFAP

Section 8 Housing
LIHEAP

Medicare3

O 0 0 O0O0Oo

Type 5B-Disabled adult individual eligible for SSI

SST (with supplementation in 28 states and D.C.)

Food Stamps

TEFAP

Section 8 Housing

LIHEAP

Medicaid (with coverage for medically needy in 34
states and D.C.)

0O 0 00O0O

In addition, all six types of households are potentially subject to state
and federal income taxes as well as the Social Security payroll tax

(FICA).

4, tates Considered

Of the fifteen assistance programs that are considered in this
report, five vary across the individual states with respect to eligibility
requirements and/or the level of benefits provided. The state-varying
programs and the aspects of their wvariation that are important for this
report are: (1) AFDC, which varies in the amount of the maximum benefit
and in the availability of benefits for two-parent families through the

AFDC-UP Program; (2) SSI, which varies in the availability and amount of

3A disabled individual with a small DI benefit may also be eligible
for SSI (and, hence, for Medicaid). However, we assume that a Type S5A
individual’s DI benefit is sufficiently large that he/she is not eligible
for SSI. An individual with a substantial DI benefit may be eligible for
Medicaid under a state's optional medically needy program if his/her
medical expenses are large. We assume this to not be the case for a Type
5A individual. ’



supplemental state benefits; (3) Medicaid, which varies in the medical
services covered, in the availability of coverage for the medically needy,
and in the availability of the program in any form (Medicaid is not
available in Arizona);% (4) LIHEAP (heating assistance only).5 which
varies both in availability and in the amount of benefits; and (5)
Unemployment Insurance, which varies in the amount and duration of weekly
benefits. Detailed state-by-state information on the availability of _
these five programs and on benefit levels is provided in Appendix B. This
information is summarized in Tables 1 and 2.

Table 1 shows that there is great variation among the states in
the breadth of assistance provided (i.e., in the availability of optional
components of the AFDC, SSI, and Medicaid programs) to the low-income
population. Sixteen states provide the maximum breadth of coverage by
participating in all three of these optional program components. At the
other end of the coverage spectrum, six states participate in none of the
optional program components.

State-by-state variation in the depth of assistance (i.e., in the
generosity of available benefits) provided to the low-income population is
summarized in Table 2. This table shows that the AFDC guarantee amount

for a family of four that is provided by the most generous state is

%The Arizona Health Care Cost-Containment System, a joint federal-
state-county funded demonstration project, is Arizona’s alternative to the
acute-care portion of Medicaid (Vogel, 1984).

5Heating assistance is the largest component of LIHEAP, accounting
for 66 percent of the program’s fiscal year 1985 budget. The program also
provides cooling, weatherization, and crisis assistance. As indicated in
Appendix C, "Assumptions Underlying the Modeling of Benefits and Taxes,"
the assumed period of analysis for the modeling exercises is a winter
month, when the receipt of LIHEAP heating assistance would be most likely.
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TABLE 1
NUMBER OF STATES PARTICIPATING IN OPTIONAL
COMPONENTS OF THREE ASSISTANCE PROGRAMS

Optional Program Number of States |

A.  AFDC-Unemployed

Parent (9/85) 25
B. State Supplementation

of SSI (1/86) 27
C. Medicaid for the Med-

ically Needy (12/85) 15
D. None of A-C 6
E. One of A-C | 19
F. Two of A-C 10
G. Three of A-C 16

SOURCE:  Committee on Ways and Means (1986)
NQTE 1. Table inciudes the District of Calumbia.
NOTE 2: For State—level detail, see Appendix B.
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TABLE 2
RANGE OF BENEFITS PROVIDED BY STATES
UNDER FOUR ASSISTANCE PROGRAMS

Range of State Benefits
Program Min. Max.  Median

AFDC (1986 max. monthly |
benefit-—4 person family)| $147  $823  $399
SSI (1986 max. monthly
benefit-—aged individual) | $336  $605  $341
LIHEAP (1985 avq. yearly

heating benefit) §58  §624  $239
Unemployment Ins. (1985
avg. weekly benefit) $89  $153  $129 -

SOURCE: Committee on Ways and Means (1986).
NOTE 1. Table includes the District of Columbia.
NOTE 2: For State—level detail, see Appendix B.
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approximately 6 times as large as that provided by the least generous
state. Corresponding differentials for SSI, LIHEAP, and UI are
approximately 2, 11, and 2, respectively. 1In part, these differentials
reflect variation among the states in living costs and, to the extent that
is true, do not imply differences in the living standards attainable by
program participants. This is most apparent with respect to LIHEAP--
states with the most severe winters tend to provide the largest heating
assistance benefits. However, not all benefit differentials are
attributable to differences in the cost of living. While difficult to
quantify, there appears to be considerable state variation in the real
living standard that can be attained on the basis of assistance provided
under the programs considered in Table 2.

A household’s state of residence clearly is a critical factor in
determining the benefit it can receive from each of the five programs
identified above and, consequently, in determining the total value of
benefits available through all assistance programs. Furthermore, states
also differ with respect to the existence of an income tax and, among
states with an income tax, in the tax rate.® Because the 50 states and
D.C. are heterogeneous in their tax and transfer programs, we ideally
would model net earnings and benefits separately for each jurisdiction.
However, the resources required for such an effort would be large;
consequently, we consider just two states.

Pennsylvania is one of the states upon which our modeling activity

focuses. We chose Pennsylvania because at least one similar, but less

6Although differences in the existence and rate of sales taxes and
other excise taxes affect the economic well-being of households, such
taxes are not considered in this report.
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